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market value of the Michigan Central stock, the New York Central 
received only 90 per cent, of the par value of its collateral trust 
bonds, or, in other words, paid a bonus of $1,926,918.18 bearing in- 
terest at 314 per cent. 

It may be true, as you state, that the New York Central and 
Hudson River Railroad has always received more than the par 
value for its stock issues, but it is also true that it has not received 
the market values of the securities issued, the difference between the 
cash realized and the contemporaneous market values, of course, 
constituting stock bonuses and underwriting commissions. 

If you should wish, I can furnish you with details as to the stock 
and bond issues of this company, which I have recapitulated above. 

Trusting that this information will answer your question, and 
lead to the decision on your part that I was justified in making the 
statements which I did in my recent article, I am, 

Yours very truly, 

W. Jett Lauck. 



MR. STEVENS'S REPLY. 

New Yore, February 20, 1914. 

Dear Sib, — I have received your favor of the 11th inst., and noted its 
contents. Its concluding sentence is, " Trusting that this information will 
answer your question and lead to the decision on your part that I was 
justified in making the statements which I did in my recent article, I am, 
etc . . ." 

Your article distinctly said, "At a recent hearing before the Interstate 
Commerce Commission it was stated that, .etc. ..." I asked you " by 
whom the statement was made, when, and if such statement occurs any- 
where in printed form." You wholly omit to answer any one of these 
three inquiries, from which omission I am compelled to conclude no such 
statement has ever been made by any one at any hearing before the Inter- 
state Commerce Commission. You do, however, claim that such a state- 
ment, if made, would have been true, and say, " The basis for the statements 
made relative to the New York Central lines consists of the Exhibits pre- 
sented by Mr. E. E. Williamson in the Advance Rate Case Hearings be- 
fore the Interstate Commerce Commission in 1910, and of unpublished data 
prepared by the former Railway Securities Commission which are now on 
file at the Interstate Commerce Commission." You do not say that either 
Mr. Williamson's exhibits or the unpublished data prepared by the Railroad 
Securities Commission contain any such statement as the one concerning 
which my inquiry was made. I know nothing about Mr. Williamson's ex- 
hibits, but what I understand to be the complete data prepared under the 
direction of the Railroad Securities Commission contain no such statement, 
nor anything justifying it. I, therefore, conclude that I am to understand 
you are the author of the statement and rely upon the matters named as a 
justification for it. If I am wrong in this conclusion, I trust you will set 
me right by naming the person who made the statement. 

Treating you, as I think I must, as the person responsible for the state- 
ment, that and your remark that you trust the contents of your letter will 
lead to the decision on my part that you were justified in making such 
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statement, make it incumbent upon me to reply to what you have to say to 
avoid what might possibly be a just inference from silence, that I concur 
in your conclusion. The entire paragraph in which the statement in ques- 
tion occurs, is as follows: 

Ordinary stock watering and manipulation have played an even more con- 
spicuous part in adding to the fictitious capitalization of the railroads. It is 
matter of official record that when the two railroads which formed the nucleus of 
one of the largest trunk lines of the country were combined in 1869 a stock dividend 
of 100 per cent., equal to $44,428,330 in money, was declared. At a recent hearing 
before the Interstate Commerce Commission it was stated that a total of $93,034,026 
of stock had been floated by this company during the period of 1870-1910, for 
which not a cent was added to the value or earning capacity of the property. A 
drain of $5,535,000 annually upon the earnings of this system is necessary to pay 
dividends upon this fictitious capitalization. 

In this paragraph, you speak first of the consolidation of the Few York 
Central and the Hudson River Railroad Companies as occurring in 1869. 
This is correct. You also refer to the increase of capital stock of the con- 
solidated Company over the amount of stock of the consolidating Companies 
and term it a stock dividend. This particular transaction has been well 
known ever since its occurrence, has been commented on times without num- 
ber, was made the subject of legislative inquiry, and is in no respect the 
matter to which my inquiry was directed. You next state specifically 
"that a total of $93,034,026 of stock had been floated by this Company 
during the period 1870-1910, for which not a cent was added to the value 
or earning capacity of the property." 

Analyzing this statement, the period of time covered is 1870-1910. This 
clearly excludes the year 1869, in which the consolidation occurred and the 
stock dividend so called was made. You locate that transaction in one 
sentence as 1869, and in the very next sentence make an assertion concern- 
ing stock issued in a definitely stated subsequent period. In your letter you 
abandon the statement that fictitious stock was issued in the period 1870- 
1910 to the amount named, and your position is stated in one sentence 
which I quote: "As a consequence at the time of the consolidation in 
1869, $56,928,330 of the constituent companies did not represent any 
value paid in." There is no escape, which I can discover, from the proposi- 
tion that in your article you stated this alleged fictitious capitalization oc- 
curred subsequently to 1870 and now urge in justification that in fact it, 
to the amount of $56,928,330, occurred in 1869 and previously. The time 
is material by your making the alleged fictitious capitalization of $93,000,- 
000 in the period 1870-1910 additional to that which you had already 
stated to have occurred in 1869. 

Fairly interpreted, you charged a watered capitalization of $93,034,026 
in addition to that created by the consolidation. This you now abandon as 
to the sum of $56,928,330, and attempt no justification of it whatever. 
From this you may unquestionably conclude that I do not consider you 
were justified in making your statement as to this $56,000,000, nor can I 
perceive the slightest excuse for it. 

Passing this sum, there still remains the further sum of $36,105,756.28 
to be accounted for. As to this amount the statements in your article are 
(1) that it is stock: (2) that it was floated in the period 1870-1910; (3) 
that for it not a cent was added to the value or earning capacity of the 
property; (4) that a drain of $2,166,341.80 annually upon the earnings 
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of the Company is necessary to pay dividends upon (5) this fictitious 
capitalization. 

Now what are the facts as conceded by your letter? Briefly, during the 
period 1870-1910 the Company has issued stock to the par value of 
$133,485,200 and no more, for which it received in cash $138,093,420.89. 
You assert that in this issue there is fictitious stock to the amount of over 
$36,000,000. 

Which part of this stock is fictitious? Which part amounting to 
$36,105,756.28 did not add a cent to the value or earning capacity of the 
property? Which part is a drain upon the earnings of the Company to 
the amount of $2,166,341.80 annually to pay dividends? If there is no 
such part, then your statement is necessarily devoid of any semblance of 
truth. 

You refer to the data assembled by the Railroad Securities Commission 
as the basis for your statement. You must have consulted its special re- 
port on the New York Central and have seen there the following figures 
as to dates of sale of this stock, par value, and amount realized : 



TEAR 


AMOUNT 


PROCEEDS 


PER CENT. OF PAR 


1880 


$ 184,200.00 

6,000,000.00 

4,571,700.00 

15,000,000.00 

17,250,000.00 

17,192,000.00 

28,740,700.00 

449,300.00 

44,097,300.00 


$ 230,964.50 

6,000,000.00 

4,571,700.00 

15,156,194.89 

21,655,261.50 

17,192,000.00 

28,740,700.00 

449,300.00 

44,097,300.00 


125.39 


1893 


100 


1894 


100 


1899 


101 04 


1902 


125 54 


1906 


100 


1907 


100 


1908 . 


100 


1909 


100 






Total 


$133,485,200.00 


$138,093,420.89 


103.45 



I entertain no doubt that you obtained your figures from this report. 
You charge that in these issues somewhere there was an issue or issues 
amounting to $36,105,756.28 " for which not a cent was added to the value 
or earning capacity of the property." You certainly should point out where 
those fictitious shares are which involve a drain upon the earnings or 
expect your statement to be characterized in clear though unflattering 
terms. 

I pass now to the explanation which you offer. You say: 

The market value based on conservative quotations covering the different 
periods of its issue was $174,199,177.17, but the New York Central and Hudson 
River Railroad only received in return for this stock $138,093,420.89 in cash. 
The differences between the cash received and the market value, amounting to 
$36,105,756.28, represented bonuses to stockholders. If full value had been 
received for these various stock issues by offering the shares at public subscription, 
the tangible property or earning capacity of the road would have been increased 
by an investment of more than $36,000,000, which is equivalent to more than 
13 per cent, of the actual value of the road and equipment of this transportation 
Company. As it is, the property has been saddled with a permanent capital liability 
for which nothing has been received, and the earnings of the Company must meet without 
any addition to earning capacity an annual interest charge which, at current rates, 
amounts to $2,166,341.80. 

The assertions here are: (1) that the stockholders have received a bonus 
of $36,105,756.28; (2) that the property has been saddled with a permanent 
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capital liability to that amount in excess of the amount received for the 
stock; (3) that nothing has been received for it; (4) that the earnings of 
the Company must meet, without any addition to earning capacity, an 
annual interest charge which at current rates amounts to $2,166,341.80. 

This would be delicious in opera bouffe; in matters of cold business it 
is grotesque. Nevertheless, I will proceed to call your attention to the 
facts and let you deal with them as best you may. 

Assertion I. The stockholders have received a bonus of $36,105,756.28. 

The fact. The stockholders paid $138,093,420.89 in cash for stock of a 
par value of $133,485,200, a premium of 3.45 per cent. To-day the stock 
is selling at 89, which makes the market value $118,801,828. They paid 
$138,093,420.89, and hence have suffered at present selling rates a net loss 
of $19,291,592.89. 

Assertion 2. That the property has been saddled with a permanent 
capital liability of $36,105,756.28 in addition to the amount actually paid 
for the stock. This means, if it means anything, that by reason of the sale 
of this stock the Company has now a capital liaoility of $174,199,177.17 
arising therefrom. 

The fact. The Company has a liability to pay such dividends as may be 
earned on the par value of the stock, $133,485,200 and no more. Your 
assertion is merely absurd. 

Assertion 3. That nothing has been received for this $36,105,756.28. 

The fact. You are correct in your statement. The Company received 
nothing; on the other hand, it parted with nothing. 

Assertion 4. That the earnings of the Company must meet an annual in- 
terest charge on this sum which at current rates amounts to $2,166,341.80. 

The fact. The Company does not now, never did, and never will have 
to meet an interest or other charge of any amount on this $36,000,000, and 
it is incredible to me that you do not know it. What are the facts? The 
full amount of the stock in question was not issued until 1909. The ex- 
perience of every issue is the same as that of the entire amount during the 
past four years, which is as follows. Dividends were declared, 1910, 6 per 
cent., 1911, 1912, and 1913, 5 per cent, each year, an average of 5.25 per 
cent, annually. It would seem to be necessary to state that dividends are 
always declared on the par value of the stock and not on what was paid 
for it or the market value. Accordingly, the exact amount received as 
dividends is as follows: 

1910 $8,009,112 

1911 6,674,260 

1912 6,674,260 

1913 6,674,260 

being, as stated, an annual average of 5.25 per cent, on par. This is a 
mere trifle above 5 per cent, on the actual cash paid for the stock. Ac- 
cording to your unconditional statement, $2,166,341.80 of the amount so 
paid each year, was on the " fictitious " stock, namely $36,105,756.28. Your 
view is that the problem works out as follows: 

Stockholders Deduct paid on Stockholders should 

Received. "fictitious." have received. 

1910 $8,009,112.00 S2.166.341. 80 equals $5,842,770.20 

1911 6,674,260.00 2,166,341.80 " 4,507,918.20 

1912 6,674,260.00 2,166,341.80 " 4,507,918.20 

1913 6,674,260.00 2,166,341.80 " 4,507,918.20 

Total $28,031,892.00 $8,665,367.20 " $19,366,524,80 
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This $19,366,524.80 which the stockholders ought to have received on your 
view — the $8,665,367.20 being the drain upon the earnings to which you 
object— gives an average of $4,84] ,631.20 annual return upon the par value 
of the stock, which is 3.62 per cent., or 3.58 per cent, on the amount actu- 
ally paid for the stock. Is there any escape from the conclusion that if 
the Company has actually been suffering the drain upon its revenues which 
you, after your attention has been called to the matter, deliberately say 
that it has, it has paid upon the money actually received by it for the 
stock only 3.58 per cent, annually and the stockholders have suffered a 
loss upon their principal of $19,291,592.89? 

The unquestionable facts are that the Company has paid an annual aver- 
age return of a small fraction above 5 per cent, on the money it actually 
received and put into the property, and is under no legal or moral obliga- 
tion to pay any more in the future than the money put in actually earns. 
The only answer to this which I can perceive is that the Company, by 
selling the stock at less than the Wall Street quotations, put it in the power 
of the then stockholders to realize the profit of $36,000,000 which the 
Company ought to have realized. Is this an answer? If true, does the 
fact that the Company failed to realize all that you think it ought for stock 
sold warrant an unequivocal statement that it has issued fictitious stock and 
assumed a burden of over $2,000,000 per annum? 

If the stockholder actually sold his allotment and realized the profit, who 
paid the " bonus," the Company or the purchaser? The Company certainly 
did not. If the purchaser did, he now stands in the plight of having re- 
ceived for his supposed investment of $174,199,177.17 dividends for the 
last four years of $28,031,892, or an annual average of $7,007,973, which 
is 4 per cent, upon his investment, and now finds himself saddled with stock 
which he can sell for only $118,801,828, netting a loss of $55,397,349 of 
his principal, upon which principal he has received only $28,031,892 divi- 
dends in the four years. 

I shall not enter upon a discussion of this phase of the matter. I am 
only concerned with your statement that the Company when it sold its 
stock at a premium created fictitious stock to the amount of $36,000,000 
and a charge upon its earnings of over $2,000,000 per year. I should not, 
however, refrain from saying that you may learn something about the 
relation between stock issues and market values by referring to the data 
of the Railroad Securities Commission with which you seem to be fa- 
miliar. I quote from the special report on the New York Central and 
Hudson River Railroad Company, with reference to the increase of stock 
by consolidation in 1869: 

The average price of the stock of the Hudson River Railroad 
Company for the last six months for which it was quoted, prior to 
the consolidation, was 168.31 per cent., which, for the par value 
issued, $16,020,800, equals a market value of $26,964,608.48 

The average market price of the stock of the New York Central 
Railroad Company for the last six months for which it was quoted, 
prior to the consolidation, was 190.44 per cent., which, for par 
value issued, $28,795,000, equals a market value of $54,837,198.00 

The total market value of capital stock of the consolidated 
companies, based on the quotations of the New York Stock 
Exchange, is $81,801,80b.48 

This amount is 91.66 per cent, of the par value of the stock of the new company. 
Baaed on quotations of sales of the stock of the New York Central and Hudson 
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River Railroad Company for the first six months, its average price was 93.36 per 
cent, of its par value, which, for its total par value of $89,244,130, equals $83,- 
318,319.77. 

From this it appears that there was an increase in market value of the 
stock of the consolidated company over the market value of the stock of 
the consolidating companies of $1,516,513.29, which is 1.85 per cent. I 
call attention to this merely to intimate that when one takes Wall Street 
sales as the yardstick by which to judge of the transactions of a company 
whose stock happens to be selling there, he is treading upon rather thin 
ice. 

You deem it necessary in answer to my simple inquiries to instruct me 
in regard to other financial transactions of the Central. I thank you for 
your kindness, but am compelled to say that, happening to have all the 
facts at my command, I entertain the same opinion concerning your con- 
clusions thereon as I do concerning the statement which I have been 
analyzing. As to the latter, I will admit you are justified in thinking I 
consider it without support in facts in any particular, and upon the facts 
as you state them so palpably and ludicrously absurd as to make it ques- 
tionable whether your own language does not show as clearly the abso- 
lute groundlessness of the statement in the Review as my somewhat 
elaborate analysis. 

You are at liberty to use this letter in its entirety as you see fit, and I 
assume I am privileged to do the same with yours, but should be glad to 
have you confirm the assumption. 

Very truly yours, 

Frank W. Stevens. 



